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Summary 
During audit̂ ^̂  li: CoraparisOii oii^l^F's reported fiadicidMc^ bank 
reciordpeyejds^ a îd#^!arse^ 
$69,3!3̂ 'and̂ ^̂ ^̂ ^ In 
response to the Interim Audit Repoit rc<̂ mmendation, NCF amended: ite reporte to 
materiaiiy correct the misstaternents. 

The Commission approved tiie finding that NCF misstated ite financial activity; 

Legal Standard 
Contents, of Reporte. Each report :must disclose: 
• the ampunt of cash-on-hand at the beginning and end of the;repoiting period; 
• the totel amount of receipte for the repotting period and for tiie calendar year; 
• the total amount of disbursemente for the reporting peribd and for the cdendar year; and 
• certiaih tr̂ aiisactions thm require itemiizatibii oh Schedule A (Itemized Riecei|)te) or 

Schedule B (Itemized DiSbursemeflts). 2 U.S,C. §4^4(b)(l), (2), (3). (4) and (5). 

Facts and Analysis 

A. Facte 
Durmg audit fiddwoik^ the Audit staff reconciled rep^ctedi^mc^s^^ 
iTOords foiF cdendar year 2008. The fbllowing diart omlm^|^ i|is(^^ 
receiptŝ  disburaemente, and the ending cash bdaiice. The sUcQe<s»d̂ ĝ  
why the differences occurred. 

2008 Actiyity 

Reported BarikRecoFds Discrepancy 
Opening Cash B dance 
@ Febmary 4.200S 

$0 $0 m • • 
Receipts $1,866,245 $1^35^58^ $69,339 

ilndersteted v 
Disbursemente $1,796,773 ^ $i,897v66l • $110Q;887 J 

Underateted . < 
; Endmg Cash Bdance 
@,DecH5inbjZT 31,2()08 

$69,372' ; $37,923 ? 
Overatatwl ^ 

The understatement of receipte resulted from unidentified differences that occurred 
primarily duruig the 2008 year-end report period. Based on a lunited review of avdlable 

' This colunm and die discr̂ ancy column da not total correctly. The reported ending cash balance ait 
Diecember 31,2008, is $100 less than the reported receipts minus the reported disburseniehts. for the period 
due to a S lOO disCTepancy betweenthe reported ending cash on one report aind beginning cash on the 
succeeding report. 



;recordSi it appeared that aU contributor mformation reqeiyed by the VehdioF tiiat processed, 
deposits of contributions may not have been forwarded to the vendor responsible for the 
date entry. 

The understetement of disbursemente resulted from the following; 
• Disbursemente not reported $ 96,398 
• Reported disbursements not supported by a dieck or debit (2i596) 
• Cbniiibution refunds not reported 7,433 
• Amounts mcorreidtly reported (696) 
• Americaii Express diarges not reported 522 
• Unexpidiied difference 

O) Net Understatement of Disbursemente $ 100:887 
CM 

^ The $31,448 overatatement of the ending cash-bn-hand resulted from the misstatements 
1̂  described above. 
Ml 
^ B. Interim Auidit Report & Audit Division Re^ 
^ At the exit cbifferience,, the Audit staff explained the: niisstetements and provided 
^ schedules to NCF's Treasurer and Assistant Treasurer, who agreed tb amend reporte as 
^ necessary. 

The Interim Audit Report reconunended that NCF: 
• Amend ite reporte to correct tiie liiisstatemente noted above;: and 
• Amend its most recently filed report; to correct the cashrron-hand bdance with aii; 

explanation that the ĉ anige resulted from a ̂ djor period audit adjustment. 
Furthjcri NCF should have recQnoiled the cash bdance of its most recent report to 
identify any subsequent discrepancies thatmay affect the adjustment 
recommended! by the Audit staff. 

C. Committee Response to Interim Audit Report 
In response to the Interim Audit Report recbinniendation, NCF fUed amended reports for 
2008 that materidly corrected the xnisstetemente. 

D. Draft Find Audit Report 
In tiie Draft Find Audit Report, tiie Audit staff acknowledged tiiat NCF amended ite 
reporte to correm the misstatemente. 

£. Committee Response to the Didft Find Audit Report 
In its response to tiie Draft Final Audit report, NCF did not address this matter. 

Commission Conclusion 
On August 23,2012, the Commission considered tiie Audit Division Recommendation 
Memorandum in which the Audit Division recommended .that the Cpinmission adopt a 
finding tiiat NCF misstated ite financial activity for 2008.: 



The Commission approved tiie Audit staffs recommendation. 

Finding 2. Failure to File Notices and Froperly Hisclose 
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Summary 
During audit fieldwork, the Audit sta^ aspratamed that NCF disclosed mdqpendent 
expenditures, totaling $1,548,622, on Schedule E (itemized Independent; Expenditures). 
The Audit staff tibted- tiiat only $1 i26l;206 of tiiese expenditures appeared to meet tiie 
definitibnof independent expenditure: and contained la^guaie exi>ressfy advocating the 
election or defeat bf a clearly ideiitiified candidate. Qf thbse inidepoident expenditures 
NCF; 

• did not file 24/4S-hour notices for $ 1,153,748 in a timely manner :and did not file 
any 48-hour notices for $51,130; and 

• • did not properly disclose independeint expenditures toteling $528,662 made (i.e., 
publicly disseminated) prior to payment as "memo" entries on Scheduie E.and as 
a debt on Schedule D (Debte and Obligations), 

hi re$pbii$e tb tiie Interiin̂  Audit Rtlport teeQinm NCF provided iiiforinafion 
si^pi^c^^ it£ jposition thm^e^I^^^ €^;its;d^rec^tns^ lettera was fuiidrdsiiig arid did 
,nbt;requir0 rep(^^ ej^iiendituies:. RegaFdiiig the Audit stftft s 
reCbm^ revised procedures^ reporting 
independent (expenditures, NCF indicated that it plans to temuniate after tiie audit is 
completed, 

The Cprjooni^^ .NCIF {died, to 
.nie;;ript^^ 'WpiSbnunission 
tiiat'id^thejlj^ 
have been reported as indepeiid^t expenditures. Theieforei the Coinmission approved a 
finding tiiat NCF did not timely file 24/48rhour iibtices bf $946,596 and did hoi file 48-
hour notices fbr $51,130 and did not properiy disclose independent expeiiditUFes totaling 
$447,413 prior to payment as "men̂ o" entries. 

Legal Standard 
A. Definition of Independent Expenditures. The term "independent expenditure" 

means an expenditure by a peraon for a communicatibn expressly advocating tiie 
election or defeat of a clearly identified candidate that is not liiade iii coordihatibxi 
with any candidate or authorized committee or agent of a candidate, l l CFR 
§100.16. 

B. Disdosure Requiremente - General Guidelines. An independem expenditure shall 
be repbrted on Schlsdtile E if, when added to other iiidependeiit expenditures! made to 
the same payee during the same caleiidar year, it exceeds $200. Indepeiidetit 



expenditures made (i.e., publicly disseminated) prior to payment should be cUsclbsed 
as "memo" entries on Sdieduie E and as a debt on Schedule D. Mependent 
expenditures of $200 or less do not need to be itemized, though Ihe rCbmniittee iiiust 
report tiie totel of tiiose expetditures on liti'e on Schedule E. 11 CFR 
§§104.3(b)(3)(vii), 104.4(a) and 104.11. 

C Last-Miniite Independent Expenditure Reports (24-Hour Notices). Any 
independent expenditures aggregming $1,000 or more; ̂ itĥ reiSpiB^ ^ 
election,; and made after the 20"* day but more than 24:houipSr̂ ô̂  
election, must be repbrted and tiie repiort must he TeGeiiv#%&^ 
24 houra after the expenditure is: made. A 24-hour notice is ripquired each time 
additiond uidependent expenditures aggregatis: $1,()00 or more. The date that a 

1̂  conimunipmibn h-. publiciy disseminated- serves as; the date that l̂ e ponmiitfee;must 
use to dmennine whether the totd amount of independent expenditures; has, m tiic 

rH aggregate, readied or exceeded tiie threshold reportiiig amount of $1,000. 11 CFR 
§§104.4(f) and 104.5(g)(2). 

tfi 
^ D. Independent Expenditure Reporte (48'Hour Notices). Any indepeindent 
Q expenditures aggregatmg $10,000 or more with respect to any giyeii dectionj at any 
til time during a cdendar year, up to find iticludiiig thb ;20th day bdfore aih dectioh, must 
*̂  be disclosed within 48 hours each tune the expenditure: aggregate $10,0001;» imdre. 

The notices must be filed with tiie dbrrunisslon witiim 48 hbUra after tiie expenditure 
is made. 11 CFR §§104.4(f) and 104.5(g)(1). 

Facts Bind Analyrsis 

A. Facte 
Durmgauditiiddwork, Audit .s 
C^artefly Reppit)' !diS9lp$ed=.dl ̂ e^pnditi^ iSî hê lM^ 
Line 210), iOA-M)/Zil^Mb^ f̂ F.̂ ni!yBndecl 
Oiyeratî î expendttr̂  
reiKjrtî :̂ ]̂̂ ^ fii^ repbrte tiim disclosed tiie majority of its 
disbursements as;>ind̂ eitdent.ĉ  

NCF disclosed independem expenditures, totaluig;>i{;|^^ N|p^ 9^ 
these disbursemente were for the priming and̂ ppsttiĝ  
lettera that were disctosed as either iii sUpport^fR^^ 
Presideiit or in oppositibh tp HUlary Cliiiton br ĵ daek̂  i^ainav^^ 
staff reviewefd Ihi^^e^q^^ liA&ejthî  
Schedule Eaiiil'&^2^ weter^^^i^^ 
only $1 i261.;2di6 ;pfj]tii^e.:^f^^ :bgimL md^^ 
expendritume :exprg$sly advocatiiig: tiie; election or defeat of a 
clearly identifiê ^̂  Axtev̂ ^̂  ^'ail pieces arid iiiybices fbr tiiose 
expenditurê  |^1^61,2^ the^ îlciwing: 



• NCF did not file in a timely maimer 24/48rhpur: iiptices of its iiidepeiident 
expenditures for $ 1,153,748. In addition, NCF did not file any 48:rrhour notices' 
for$51,130. 

• NCF reported tiie independent expenditures when the invoioss were paid; sotne 
payments were weeks or months after the dissemuiation date of the printed 
material, For expenditures totding $528i662, NCF shodd have disclosed̂  
independmit expenditures as memo entries on Schedule E, filied with reports 
covering the idatieis when the xiiaterials were disseniiiaated, and itiicluded a 
corresponding debt on Schedule D. 

^ Bi Interim Aiidit Report & Atidit Piyisiolh Recbmmendation 
At tiie exit conference, the Audit staff addressed tiiese matters and provided schedules 
deteiiing these expenditures to NCF representetives. NCF representatives steted ̂ at they 
would comply witii the recommendation. 

Nl 
^ The Treasurer later emailed tiie Audit staff NCF's position regarding independent 
^ îexpenditureŝ : ^peertiip^^ 
p to influence a vote, hot timed 

;tb>li;paililcj4l^ solely 'tp: mptiyajte. a dpnatipii' for 
-thj&|̂ p|̂  adyocacyin; '4ieii)|);shodd be' 
exjpluidĉ^̂:]̂^̂^ for your extraordinary 
reporting purposes, as I stated to you. I have previously written to tiie; EEC on 
these views and spoken to reporters about theiU as well. WheA the FEî  pushes 
administrative overhead activities like general fundraising into IE status, it creates 
a costly regulatory burden for small dpnpĵ  <pî ^ 
the finanjciiial: backing, perinanent staff, midJiiiiiEiis& 
fiii[igs> Ilardly-a^ . 
requjucâ  jmpo$0dŵ î it-arlû  
(sic)% ĵtiiiei;ĵ ^ 
.cau|$;. InrSiî '-jW 
£om reporters of the Huff̂ gton Ĵ Off and ê Niw York Times whb:reiied bii the 
IE expense compUatibns as indications of actual: IE activity in direct mail. I told 
botii tiiat the FEC requiremente mislead the public m the truê aature of the 
expenditures, arid botii the reporters agreed with me/' 

Subsequent to tire exit conference, ithe Audit:steff :inside;fadd]̂ ^̂  
docunientmicni aiid eiqilanatiotis to clarify whê  
in independent expenditures. NCF was aske|[ to icrariifyohow>|ipin 
were distributed and to provide tiie content oî  hyp^il^s^^ 
communications. In addition, NCF was reiquest^^ td isxpiiain 
communications did not appear to correlate; with-theĵ tliariin̂ ^̂ ^̂^ 
steting that tiie oominuiiications in questipn were "ermaiiings" axid provided tiie content 
for pne of the e-mailings« NCF also explained tiiat it revised the commuiiicatipn niultit>le 
times for eadi inaUuig but did not keep previous veraions of the cominuiiication, and 



therefore was unable to provide the previous versions. NCF's responses have been 
considered in tiie analysis orindependent expenditures preseiited above. 

The Interiin Audit Report recommended thd NFC take tiie fbllpwing action: 
• Provide aiiy documentary evideiicie that wOdd d̂ iiibiistFate thm these 

disburseinente were not independent expenditures and therefore did nbt require 
24/48-hoUr notices; aiid 

• Submit and implement revised procedures for reporting independent expenditures, 
as well as for teacking disseminmion dates fbr such, expenditures to aUow for 
timely filing of 24/48-hour reporting noticeŝ  

^ C. Conimittee Response to Interim Audit Report 
Kl Iii response to tiie hiterim Audit Report rebpnunbndatioii, NCF offered backgrbund 
IS, iiiformation fbr why it was created and the purpose of i its direct-niail fimdraisiiig letters., 
<H NCF explaiiied tiiat it was fpnned in 200$ as a noii-cpniiected, ppUtical actibn comiiiittjee 
1̂  i0Pit̂  tiisit^Q$ iribt ̂ £^jgii^ orgaiiizatipn such as a labor union or 
^ cbin̂ riBî ; It was fonned 
qr with intjeiidpn pf raisiĥ  ĵ d̂ ^ to participate iii the 2008 generd dection by 

makiiig durect contributioiis to candidates for federal office, NCF uidicated that it: was 
<̂  the epitome of a "grass roote" attempt tb participde in the 2Q08 federd elections. 
rH 

NCF explained tiiat ite direct-mail advisora obteined liste of proven dpnpra to Republican 
and conservative causes and tested varibus content appeds in the letters tp these donors. 
The various teste included content witii references to elected officials and presidential 
candidates tb clue tiie recipient audienice thd NCF was a cbiiservative Rê ^ PAC 
worthy of their support. NCF stded ihattiie purpose of these mailiiigs was not to 
intervene in any election. NCF indicated tiiat the ̂ lactis. demoifstrated that: tiie timing of 
dl of its mdlings had no reference to tiie timuig; of priinary electiQns diiring 2008; the 
content of tiie letters, other tiian sbtnetimeS indiiding soine wbrd$ 
advocacy" by tiie Commisdon, did not urge the recipient audieiice to vote: for aiiy 
particular candidate; and tiie audience was selected for ite: fundraismg valuer with no 
coiisideratipii fpr ite eledtprd value. Thus the expenditures' content, tuning and. 
distribution, and: audience served a fundrdsing purpose but not an electord purpose. 

NCF disagreed that arî 'Of ;î ;diî t-rad̂  lettera constituted independent 
expenditures. NCF noted tiiat tile: CoBimisslon def ities an mdependent expenditure at 11 
CFR §100.16 as a conunurticatipiî  ê ^ advocating tiie election or diefeat of a clearly 
identified candidate. NCF acknowledged tiiat some of its mailings did :mdude words of 
express advocacy. However, NCF thought̂ tiid If ̂1̂^ 
facts, it should'agree'tiim'NCPS:fimdrai$injĝ tett̂  
and tiim tiie specid reporting rdes î plî l̂̂  
24/48-̂ hour notices.or niemp entries)-sh|i0d:T̂ ^ N^st^^ 
direct̂ mail fuidraisiiig letters shpuld be.ieixcjWd̂ ^ 
expenditures, and tiiat the btent of the regulation was not tp kî ude (Urect-inail 
fundrdsmg expenditures as independent expenditures. NCFmged 
refbnn ite reporting requiremente for grass-rpote organizations that engagje in du:ect?mdl 



fundrdsing since NCF believes that tiiese letters are npt independeiit expenditures. NCF 
indicated that a decisicn has been madC: that the tiine^requireinents, cppî hatioii:and: 
record keeping are not worth tiie effort of continuing to participaite and such, plan to 
terminate tiie conunittee lafter the audit is complmed. 

The Audit staff does nbt disĵ ute that NCFs intention was tp raise funds. However, NCF 
acknowledgî , and the Audit steff agreed, that sbine of these letters meiuded express 
advocacy language such as "Vote for John McĈ ain," Smce these expenditures; meet the 
defiiiition of an independent expenditure and the rejgulatioii doiss not excl̂ ^ 
fundraismg letters from the defiiiition, tiie Audit staff bdievibs t̂̂ ^̂  docuinentary 
evidence provided does not support NCF's assertion tiiat none of tiiese expenditures are 

^ independient expenditures. 
Nl 
IS. D. Draft Find Audit Report 

The Draft Find Aiidit Report concluded Coitimunicatioiis totaling $1,261,206 appeared to 
meet tiie definition of independent expenditurê  axid contained laiiguage exprisssiy 
advocating the election or defeat of a clearly identified candidate. iRor some: of :diese 

KJ independent expenditures, NCF fdled to file or timely file 24/48- hour notices and 
O properly disclose these independent expenditures as "memb'-' entries. 
Nl 

E. Committee Response to the Draft Final Audit: Report 
In response to the Draft Find Audit Report, NCF mainteihed its position that tiiese were 
fundraising letters nbt intended to influence a vote. The response rdsed three points as to 
why the communications at issue are not independent expenditures: 

Nl 
Nl 

Firat, NCF contended that the communicatipns were: pot independent 
expenditures because tiie tinlinĝ bf̂ t̂  
to tiie timing of tiie :20Q8 prmaaî  ieieĉ ^ ipie iespQl̂ ^̂  
Internd Revenue Semce RuUnĝ Ô̂  
"facte and circumstances" test to iidetermineî ^̂  
a tax-exenipt organization is subjem to pendty for engagmg in politicd 
campdjgns. The factor cited therein was whether "tiie tiniing of the 
commuxucation comcides with an elempral campaign." 

• Secondi NCF stated that the directrmdl lettera did not taiget voters in a 
particular election. NCF sought liste of proven ,donors: to: Republican̂  arid 
conservative causes witiiout regard to whetiief tiie listed donora had any 
.pcÊ l̂̂ ê ^̂  Again tfâ p̂oiise 
''Ched:!iî ii20̂ ^̂  
was;: whetiier the ĉ inmiiniiĉ tib̂ ^ vbteî s ih a particular election. 

• Findly, NCF's response asserted that die bccasiond inclusion bf express 
advocacy references in the direct-mail letters slhouid not miean that the 
letters meet the defuiition of independent expenditures. 
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The Audit staff was not perauaded by NCF's response; The IRS 2004-06 
standards cited are not applicable because tiie standards for determinmg when a 
cominuhication includes express advocacy are set forth, in the Coiiimiissipii's 
regulations at 11 CFR §100.22. The Revenue Ruling aiid tfaevCpmmissibn's 
regulations serve different purposes. The Revenue Ruliiig is focused ou: whether 
certain organizations can engage in spiecific kinds of activities and mamtdn their 
taxrcxiempt; status, whereas the: Coziiiniissibn-s express advPCacy regUlatibns serve 
as one ofthe elemente fpr detennining whether a comnaunjcation will be 
considered an mdependiê  exp^iture (See l i CFR. $iQ0i|l6jy)). in additipni 
the Conmiissipn has not iiioorpprated the standards ifrpm the Revenue Ruling by 
reference. Therefore, the stanidaids pf timuig pf the conununication and targeting 
of voters should not be used in detSirmining whether tile cbminUnications in this 

1̂  case are independent expenditures. 

Hi With respect to NCFs argument about the occasional inclusion cf express 
advocacy references in the letterŝ , the Commission's regulatipiis pn express 
advpcacy dp not include a limitation or an exception |or only occasipnal inclusion 

KJ of express: advocacy. A communication conteining express advocacy for a clearly 
O identified candidate that is npt coordinated: with.a candidatie; or candidate's: 

comfnittee or' ite agents, or a politicd party coinmittee or ite agrnitei and which iis 
*̂  not Otherwise exempt, is an mdependent expenditurê  

The Audit staff indntems that NCF did not tiniely file 24/48rhbur notices for 
$1,153,748; did not file 48-hour notices for $51,130; and, did not properly 
disclose independent expenditures totaluig $S2$,662 prior to payment as meino 
entries. 

Commission Conclusion 
On August 23,2012,, the Commission considered tiie Audit iDivision Recommeiidation 
Memorandum in which the Audit Division recommended that the Commission adopt a 
findmg tiiat NCF did not timely file 24/48-hour notiiees: of $1,153:,748 and did ̂ not file 48-
hour notices for $51,130̂  and did not prbperly disclpse iridependent expenditures tqtalmg 
$528,662 pripr to payment as "memo" entries. 

The Commission approved tiiis finding witii respect to specific cpmniunications (See 
Additiond Issue below). The Cbrnmission concluded ithat of the $1,2̂ 1,206 ih 
Gomniunications discussed above, $l;iO61,850 should b&:Cbnsidered: to contain express 
advocacy. Therefore, the Cpniihissiion approved a finding; that: NCF did not timely file 
it4/4$-hoUr notices of $946;596 :and did not file 48rhibur iiotices for $51,130 uiddid not 
properly disclose mdependent expenditures totding $447,413 prior to payment as 
"memo'* entries. 

^ Due to a formula error, the amount had biben hiiprpperly presented as: $33,485 in the IntAim Audlt-Blepcrt, 
the Draft Filial Audit Report and the Audlt'Divirion Recoininisndation Memo. 


